REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 
LEGISLATURE AND THE COUNCIL OF THE WIIER MUNICIPALITY ON THE 
FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF THE MIER 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1 . I was engaged to audit the accompanying financial statements of the Mier 
Municipality which comprise the balance sheet as at 30 June 2009, and the 
income statement and the cash flow statement for the year then ended, and a 
summary of significant accounting policies and other explanatory notes, as set 
out on pages xx to xx. 


The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation of these financial 
statements in accordance with the entity-specific basis of accounting and in the 
manner required by the Local Government Municipal Finance Management Act, 
2003 (Act No. 56 of 2003) (MFMA) and for such internal control as the accounting 
officer determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 


The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1 996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on these financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and General Notice 
616 of 2008, issued In Government Gazette No. 31057 of 15 May 2008. 
Because of the matters discussed in the Basis for disclaimer of opinion 
paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 


Basis for disclaimer of opinion 

4. Revenue 

4.1. The completeness and accuracy of water sales to the amount of R985 305 
could not be confirmed due to the following: 

4.1.1. Incorrect calculation of water billed. 

4. 1 .2. Duplicate levying of accounts. 

4.1.3. Difference between physical water meter lists and readings on system. 

4.1.4. No levy made to debtors without meters 

4.2. The completeness and accuracy of sundry income to the amount of R248 087 
could not be confirmed due to the following: 

4.2.1. Incorrect allocation of loans received amounting to R122 615. Therefore 
revenue was overstated and loans were understated by the said 
amount. 

4.2.2. Incorrect allocations of Income to the wrong accounts. 


Page 1 



4.3. The income to the amount of R635 338 from sales of game was in 
contravention of section 164(1)(a)(i) of the MFMA as this income was obtained 
through commercial activities that are listed as a forbidden activity. 

5. Expenditure 

5.1. The occurrence, completeness and accuracy of operating expenditure to the 
amount of R4 281 808 could not be verified due to a lack of controls which 
inciuded the following: 

5.1.1. Order forms were not attached, approved or differed from invoice. 

5.1.2. Cheques were not always substantiated by supporting documentation. 

5.1.3. Invoices were not recalculated to verify accuracy. 

5.1.4. Cheque requisitions were not always correctly authorised. 

5.1.5. Invoices were not recorded timeously. 

5.1.6. Invoices were recorded in the Incorrect financial year. 

5.1.7. Expenditure allocated to the wrong accounts. 

5.1.8. Travel and accommodation forms were not fully attached or completed. 
No documentation attached to verify the validity of the travel and 
accommodation claims. Income tax deducted was also incorrect. 

5.1.9. Several instances of non-compliance with supply chain management 
(SCM) regulations also occurred during the year under review. This 
included tender documentation not obtained, no tender register, SCM 
points incorrectly calculated, and minutes of SCM meetings not 
obtained. 

6. Employee costs 

6.1. The completeness and accuracy of employee costs to the amount of 
R4 888 21 3 could not be confirmed due to the following: 

6.1.1. Various taxes were deducted from employees, but not paid to SARS. 

6.1.2. Tax incorrectly deducted from employees. 

6.1.3. Overtime worked not correctly authorised. 

6.1.4. Incorrect allocation of expenditure amounting to R220 572. 

6.1.5. Differences between salaries paid and employee contracts. 

7. Debtors 

7.1. The existence and valuation of debtors disclosed as R7 478 325 could not be 
confirmed due to the following: 

7.1.1. Provision for bad debts understated by at least R6 626 814. 

7.1.2. Unknown difference of R141 801 between the debtors age analysis and 
debtors amount per financial statements. 

7.1.3. Other debtors of R715 843 could not be confirmed with appropriate 
audit evidence. The accounting system of the municipaiity did not 
enabie me to perform alternative procedures. 
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8. Creditors 


8.1. The existence and completeness of creditors disclosed as R3 507 714 could 

not be confirmed due to the following:: 

8.1.1. No individual creditor balances existed on the system. 

8.1.2. Creditors to the amount of R17 137 were also not recorded at year end. 

8.1.3. Appropriate sufficient audit evidence could not be obtained for creditors 
amounting to R1 702 639. 

8.1.4. No creditor reconciliations were performed. 

8.1.5. Creditors of R805 907 showed no movement for the year. 

The acoounting system of the municipality did not enable me to perform 

alternative procedures. 

9. Cash and bank 

9.1. The completeness and accuracy of cash and bank disclosed as R313 306 

could not be determined due to the following: 

9.1.1. Unknown difference of R15 035 between the cashbook balance and the 
bank reconciliation at year-end. 

9.1.2. Unknown difference of R11 818 between the deposits as per the bank 
statements and the receipts as per the cashbook. 

9.1.3. Overdraft bank balance of R298 088 at year-end while a bank overdraft 
facility of only R200 000.00 existed. 


10. Fixed assets 

10.1. The existence, completeness and valuation of fixed assets disclosed as 

R870 058 could not be determined due to the following: 

10.1.1. No fixed asset register was provided for the year under review. 

10.1.2. No asset count was performed during the year under review. 

10.1.3. Assets with a cost price amounting to R184 781 were disposed of in the 
year under review. These assets were however not removed from the 
amount disclosed in the financial statements. 

1 0. 1 .4. Assets purchased amounting to R70 820 during the year was incorrectly 
allocated as repairs and maintenance. 

10.1.5. Expenditure amounting to R16 620 was incorrectly capitalised during 
the financial year under review. 


1 1 . Value added tax (VAT) 

11.1. The completeness and accuracy of a VAT-debtor amounting to R508 632 could 
not be determined due to the following: 

1 1 . 1 . 1 . No VAT-201 forms were submitted for the year, but were submitted after 
year-end. The VAT 201-form of August 2008 could not be obtained. 
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11. 1.2. VAT was not claimed on the system, but from the bank account. Thus 
no reliance can be placed on whether expenditure processed on the 
system was claimed or not. 

11.1.3. Several invoices did not comply with VAT-regulations. 

11.1.4. VAT-reconciiiations were not performed regularly. 

11.1.5. Property tax of R769 944 was not declared as zero-rate supplies. 

11.1.6. Suppliers VAT-numbers were also not regularly checked for validity. 

11.1.7. Unknown difference between VAT-debtor as per VAT 201-forms and 
VAT-debtor disclosed in the financial statements. 

The accounting system of the municipality did not enable me to perform 
alternative procedures. 

12. Provisions 

12.1. The completeness and accuracy of the leave provision amounting to R147 922 
could not be confirmed due to several errors identified regarding employee 
leave. These errors included incomplete attendance registers, leave not 
timeously approved, leave forms not available, leave not recorded and several 
other leave irregularities. Furthermore the leave provision was underprovided 
for by R142 630. 


13. Funds and Reserves 

13.1. According to section 28 of the Division of Revenue Act (DoRA), any conditional 
allocation that is not spent at the end of a financial year reverts to the National 
Treasury unless the unspent allocation is committed to identifiable projects, i 
was unable to determine the amount of unspent conditional grants that should 
be disclosed as a creditor to the National Treasury, due to the absence of 
project management information. The municipality’s records did not permit the 
application of alternative audit procedures 


14. Accumulated surplus 

14.1. The completeness and accuracy of the accumulated surplus/deficit disclosed as 
R566 406 could not be determined, as income appropriations of R657 511 and 
expenditure appropriations of R1 098 691 could not be confirmed due to 
insufficient documentation. 


15. Long-term Liabilities 

15.1. The completeness and accuracy of long-term liabilities amounting to R870 057 
could not be confirmed due to the following: 

15.1.1. No short-term portion (R187 551) was provided for. 

15.1.2. No loan register existed. 

15.1.3. Several loan conditions were not adhered to. 


16. Journals 

16.1. The completeness, validity and accuracy of debit as well as credit journals 
couid not be verified due to insufficient or no supporting documentation. 
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17. Joint Venture 

17.1. The municipality forms part of a joint venture regarding iXuas Lodge. Income 
amounting to R52 800 was received in the year under review. However, no 
documentation could be obtained to verify this income. 

18. Fruitless and wasteful expenditure 

18.1. Possible fruitless and wasteful expenditure may have been incurred by the 
municipality due to late payments made by the municipality. This fruitless and 
wasteful expenditure could not be quantified. 

19. Contingent liabilities 

19.1. Possible contingent liabilities against the municipality has not been disclosed in 
the financial statements. 


20. Capital commitments 

20.1. Capital commitments to the amount of R790 068 were disclosed in the financial 
statements. However no list could be provided to verify this amount. 

Going concern 

21. The municipality’s ability to function as a going concern in the future was 
assessed and the following were noted: 

21.1. The debtor's turnover In days, which measures the effectiveness of collection of 
the debtors and gives an indication of the probability that bad debts may be 
included in debtors, is currently at 749 days. This collection period as well as 
the fact that debtors are only turning over once every two years, indicates 
possible cash flow and going concern problems. 

21.2. The average payment period for creditors was calculated as 100 days while it 
should be 30 days, Therefore no reliance can be placed on the validity of 
creditors and compliance with applicable laws and regulations regarding 
creditors. 

21.3. 1 have inspected the financial statements of the municipality and found that the 
total liabilities as per the balance sheet exceed the total assets which place the 
municipality in a net asset liability position. This situation is a clear indication 
that the municipality is not in a position to meet existing (as well as future) 
liabilities with its present (available) current assets. 


Disclaimer of opinion 

22. Because of the significance of the matters described in the Basis for disclaimer 
of opinion paragraphs, I have been unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of 
the Mier Municipality. Accordingly, I do not express an opinion on the financial 
statements. 
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Emphasis of matter 
I draw attention to the following matters; 


Basis of accounting 

The municipality’s policy is to prepare financial statements on the entity specific 
basis of accounting, as set out in accounting policy, note 1 . 


Other matters 

23. I draw attention to the following matters that are ancillary to my responsibilities 
in the audit of the financial statements: 


Material non-compliance with applicable legislation 

24. Municipal Finance Management Act 

24.1. No risk assessments were performed during the year under review as required 
by section 62(1)(c){i) of the MFMA. 

24.2. Several registers were not kept by the municipality or maintained monthly. This 
constitutes non-compliance with section 63{2){a), which states that the 
accounting officer of a municipal entity Is responsible for managing the financial 
administration of the entity, and must for this purpose take all reasonable steps 
to ensure that the resources of the entity are used effectively, efficiently, 
economically and are transparent 

24.3. Payments to creditors were not always made within 30 days as required by 
section 65(2){e) of the MFMA. 

24.4. The municipality did not submitted details of their bank account before the start 
of the financial year to National Treasury as required by section 9 of the MFMA. 

24.5. Not ail instances of non compliance were disclosed as required by section 
S125{2)(e) the MFMA. 

24.6. No reasonable steps were implemented to reconcile accounts on a monthly 
basis, contrary to sections 98 and 99. The municipality also did not perform any 
creditor and debtor reconciliations during the year under review. 

24.7. No proof could be obtained that the MEC for local government had been alerted 
that the municipality had serious financial problems as required by section 
54(2)(b) of the MFMA 

25. Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA) 

25.1. No proof could be obtained that the MEC for local government was alerted that 
the municipality had serious financial problems as required by section 54(2)(b) 
No performance reviews of official and the municipality were done during the 
year under review as required by the section 67(1 )(d) of the MSA. 
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26. Valuation Ordinance of 2004 

26.1. The municipality did not have a valuation roll and no interim valuations were 
performed during the year as required by section 40(1){i) of the Valuation 
Ordinance of 2004. 

27. Supply Chain Management (SCM) Regulations 

27.1. Several instances of non-compliance with SCM regulations occurred during the 
year under review. This included tender documentation not obtained, no tender 
register, SCM points incorrectly calculated, and minutes of SCM meetings not 
be obtained. 


Governance framework 

28. The governance principles that impact the auditor’s opinion on the financial 
statements are related to the responsibilities and practices exercised by the 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key governance responsibilities addressed below; 


internal control deficiencies 

29. Section 62(1) (c) (i) of the MFMA states that the accounting officer must 
ensure that the municipality has and maintains effective, efficient and 
transparent systems of financial and risk management and internal control. 
The table below depicts the root causes that gave rise to the deficiencies in the 
system of internal control, which led to the disclaimer of opinion. The root 
causes are categorised according to the five components of an effective 
system of internal control. (The number listed per component can be followed 
with the legend below the table.) In some instances deficiencies exist in more 
than one internal control component. 


Par. no. 

Basis for disclaimer of 
opinion 

CE 

RA 

CA 

1C 

M 

4 

Revenue 

1.2.3,5,6 

1.2,4 

■IBBI 

3 

1 

5 

Expenditure 

1,2.3, 5.6 

■EfiB 

1.3,4 

3 

1 

6 

Employee costs 

1.2.3.5,6 

1.2.4 

MBEB 

3 

1 

7 

Debtors 

1.2.3,5.6 

1.2,4 

■KB 

3 

1 

8 

Creditors 

1.2.3.5,6 

1.2.4 

1.3.4 

3 

1 

9 

Cash and bank 

1.2,3.5,6 


BSEB 

3 

1 

10 

Fixed assets 

1.2.3.5,6 

1.2.4 

UsM 

3 

1 

11 

VAT 

1.2.3.5.6 

1.2,4 

■m 

3 

1 

12 

Provisions 

Maaagg 

■kB 

■KEI 

3 

1 

13 

Funds and Reserves 

1,2, 3,5,6 

1.2.4 

■lEB 

3 

1 

14 

Accumulated Surplus 

1.2,3,5.6 

BBBEB 

1.3,4 

3 

1 

15 

Long term liabilities 

1.2.3,5,6 

■BEB 

mEEM 

3 

1 

16 

Journals 

1.2.3, 5, 6 

1.2.4 

■isa 

3 

1 

17 

Joint venture 

iMaatgEi 

1.2,4 

■laEa 

3 

1 

18 

Fruitless and Wasteful 

1.2.3.5.6 

■IBM 

MEM 

3 

1 

19 

Contingent liabilities 

1.2.3,5,6 

MESM 

■Ml 

3 

1 

20 

Capital Commitments 

1,2.3.5.6 

■IbJEl 

1.3.4 

3 

1 






The oraanisational structure does not address areas of responsibility and lines of reporting to 

1 
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support effective control over financial reportin 


Management and staff are not assigned appropriate levels of authority and responsibility to 
facilitate control over financial reporting. 


Human resource policies do not facilitate effective recruitment and training, disciplining and 
supervision of personnel. 


Integrity and ethical values have not been developed and are not understood to set the standard 
for financial reporting. 


The accounting officer/accounting authority does not exercise oversight responsibility over 
financial reporting and internal control. 


Management's philosophy and operating style do not promote effective control over financial 
reporting. 


The entity does not have individuals competent in financial reporting and related matters. 


lifeBisIpsIseslsrnMn^^ 


Management has not specified financial reporting objectives to enable the identification of risks to 1 
reliable financial reporting. 


The entity does not identify risks to the achievement of financial reporting objectives. 


The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/actlon plan to manage Identified risks. 


The potential for material misstatement due to fraud Is not considered. 


There is inadeauate segregation of duties to prevent fraudulent data and asset misappropriation. 


General information technology controls have not been designed to maintain the integrity of the 
information system and the security of the data. 


Manual or automated controls are not designed to ensure that the transactions have occurred, 
are authorised, and are completely and accurately processed. 


Actions are not taken to address risks to the achievement of financial reporting objectives. 


Control activities are not selected and developed to mitigate risks over financial reportin 


Policies and procedures related to financial reporting are not established and communicated. 


Realistic targets are not set for financial performance measures, which are in turn not linked to 
an effective reward system. 


li^^rrftfrniati00^nj^cornmunicatio'n 


Pertinent information is not identified and captured in a form and time frame to support financial 
reporting. 


Information required to implement internal control is not available to personnel to enable internal 
control responsibilities. 


Communications do not enable and support the understanding and execution of internal control 
processes and responsibilities by personnel. 


Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 


Neither reviews bv internal audit or the audit committee nor self -assessments are evident. 


internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 


Key governance responsibilities 


30. The MFMA tasks the accounting officer with a number of responsibilities 
concerning financial and risk management and internal control. Fundamental 
to achieving this is the implementation of certain key governance 
responsibilities, which I have assessed as follows: 


Clear traH orsupporting documentation that is easily available and provided in a 
timelv manner 

- — 


1 . 

No significant difficulties were experienced during the audit concerning delays or 
the availabilitv of requested information. 

■ 

X 

Qualitv of financial statements and related management information 


■ 

The financial statements were not subject to any material amendments resulting 
from the audit. 

■ 

X 

Ifli 

The annual report was submitted for consideration prior to the tabling of the 


X 
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auditor’s report. 


Timeliness of financial statements and management information 


The annual financial statements were submitted for auditing as per the legislated X 
deadlines. 


Availability of key officials during audit 


Kev officials were available throughout the audit process. 


Development and compliance with risk management, effective internal control 
and governance practices 


Audit committee 


• The municipality had an audit committee In operation throughout the financial 
year. 


• The audit committee operates in accordance with approved, written terms of 
reference. 


• The audit committee substantially fulfilled its responsibilities for the year, as 
set out in section 166(2) of the MFMA 


Internal audit 


• The municipality had an Internal audit function in operation throughout the 
financial year. 


• The internal audit function operates in terms of an approved internal audit 
plan. 


• The internal audit function substantially fulfilled its responsibilities for the year, 
as set out in section 165(2) of the MFMA. 


There are no significant deficiencies In the design and implementation of internal 
control in respect of financial and risk management. 


There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 


The information systems were appropriate to facilitate the preparation of the 
financial statements. 


A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(1)(c)(i) of the MFMA. 


12. I Delegations of responsibility are in place as set out In section 79 of the MFMA. 


Follow-up of audit findings 


13. The prior year audit findings have been substantially addressed. 


■H. SCOPA resolutions have been substantially implemented. 


Issues relating to the reporting of performance information 


15. The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 


Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 


A strategic plan was prepared and approved for the financial year under review for 
purposes of monitoring the performance in relation to the budget and delivery by 
the municipality against its mandate, predetermined objectives, outputs, indicators 
and targets section 68 of the MFMA. 


There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 










30.1. Deficiencies in records management led to significant difficulties during the 
audit concerning delays or the availability of requested information. The 
accounting officer is responsible to keep proper records of the financial affairs 
of the municipality. Leadership should monitor transactions and events on an 
ongoing basis to ensure proper recognition and disclosure in the financial 
statements and that adequate supporting documentation exist and are properly 
filed. 
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30.2. The financial statements compiled were not supported by proper and complete 
sufficient appropriate supporting documentation to facilitate the audit process. 
The submitted financial statements were also not reviewed against the IMFO 
guidelines to ensure compliance with the disclosure requirements. The 
accounting officer should ensure that a proper review is performed on the 
financial statements and that supporting documentation and an accounting file 
exists to support the financial statements. 

30.3. An annual report was not prepared for the year under review. The accounting 
officer should ensure that an annual report is prepared in accordance with the 
MFMA. 

30.4. Key officials were not available throughout the audit due to training and other 
responsibilities. Management should ensure that all staff are available during 
the audit and therefore need to plan their meetings and training accordingly. 

30.5. The municipality did not have any audit committee or internal audit functions 
performed during the year. Management should liaise with their district 
municipality to assist with these functions as shared functions are allowed by 
the MFMA. Internal audit and audit committee functions are imperative to 
ensure the proper implementation and monitoring of internal control. 

30.6. Inadequate accounting and Internal control policies existed at the municipality 
resulting in various cases of non- compliance to legislation and accounting 
guidelines. 

30.7. Management should develop and implement an adequate fraud prevention 
plan. This needs to be communicated to all staff within the municipality to 
ensure adherence thereof. 

30.8. The implementation of audit recommendations requires improved monitoring 
and supervision by management 

30.9. There is no performance information system in place at the municipality. The 
IDP also is inadequate as it does not have key performance indicators. The IDP 
and budget furthermore are not aligned. Detailed standard operating 
procedures setting out the roles and responsibilities of all levels of staff involved 
in the collection and collation of performance information, from source 
document to reporting, has not been prepared and communicated throughout 
the entire municipality. This is Indicative of a situation where adequate control 
processes and procedures were not designed and Implemented to ensure the 
accuracy and completeness of reported performance information and adequate 
mechanisms were not established to monitor and review the performance 
management system. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
Report on performance information 

31 . I was engaged to review the perfonnance Information. 

The accounting officer’s responsibility for the performance information 

32. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal 
Systems Act, 2000 (Act No. 32 of 2000) (MSA). 
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The Auditor-General’s responsibility 

33. I conducted my engagement In accordance with section 13 of the PAA read 
with General Notice No. 646 of 2007, issued in Government Gazette No. 
29919 of 2007, and section 45 of the MSA. 

34. In terms of the foregoing my engagement included performing procedures of 
an audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgment. 

35. I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 


Findings on performance information 
Non-compliance vt/ith regulatory requirements 


No reporting of performance information 

36. The reported performance information for 2007-08 did not include a complete 
and comprehensive coverage of planned performance indicators and targets 
as per the integrated development plan (IDP) and budget. 

37. No reasons for the variances between planned and actual performance were 
explained in the annual performance report of 2007-2008. 

38. No performance information for 2008-2009 was obtained. 

APPRECIATION 

39. The assistance rendered by the staff of the municipality during the audit is 
sincerely appreciated. 



Kimberley 
30 November 2009 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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